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Price rises fragment coffee industry
Summary
Whilst the price of most commodities was negatively affected by the global financial crisis, the price of coffee has been consistently rising for several years. In Australia, the coffee industry is growing fast, with the price of coffee beans doubling in the past twelve months. Whilst the price for coffee beans has doubled, this video highlights the other factors influencing the price of a cup of coffee in Australia.

Transcript

Alan Kohler, Presenter: Commodity prices have also been buffeted by the global debt worries but one that's been rising pretty consistently for several years is coffee.

The price of coffee beans has doubled in the past 12 months and is sitting near a three decade high.

That means coffee drinkers are already paying more for their daily caffeine hit.

But as James Panichi reports, rising prices are putting more pressure on the local industry, which remains highly fragmented and competitive.

James Panichi, Reporter: It's the recession-proof product we can't get enough of. 

Australia's coffee industry is growing fast and everyone wants a piece of the action. But the wave of coffee mania is proving difficult to ride. 

Phillip Di Bella, Founder, Di Bella Coffee: I see people trying to compete on price. What we tell our clients is, don't compete on price, because you're only going to send both of yourselves broke. 

James Panichi: Behind the gloss of Australia's cafe lifestyle is a bleaker reality. There are now an estimated 200 commercial coffee roasters, thousands of small coffee shops and cafes, and big chains struggling to maintain their foothold in a cut-throat market. And even with profits of over $183 million in the last financial year, there are plenty of vulnerable operators. Minor price shocks could be enough to knock some of them out of the game.

Ian MacGowan, Senior Analyst, Ibisworld: Coffee shops are an extremely competitive market and there are some companies that are really running close to zero margins at the moment. Average industry profits are only 4 per cent and for those operators, any price increases are going to be significant on their bottom line.

James Panichi: In April, international coffee bean prices hit $US 3.00 a pound, the highest they've been for over 30 years. It was enough to send shockwaves through the industry, with warnings the price of a cup of coffee could go up dramatically. 

Scott Bennett, Director, H.A. Bennett and Sons: From a global aspect, the supply, the price move, was basically a pent-up world supply and demand issue. We had Columbia, which is one of the largest washed Arabica producers have three years of below average production and that got to a point where the world had basically cleaned out all of the stocks everywhere and then we had this huge price move from last July.

Trent Knox, Lavazza Business Manager: In terms of what effect that had on the consumer, I think it's partly the manufacturers; it's been the manufacturers who have actually probably decreased their margins. It's also a bit of price increase that's been passed on to the bar owner, or the cafe owners, and then I think that between that, it's been very well managed. 

Mark Dundon, Co-Owner, Seven Seeds: Everyone, I think, is looking at putting their prices up, that's from farmers to everyone connected in the industry. So, it has had quite an impact.

James Panichi: Since March this year, retail coffee prices have been rising steadily, but it's not all about the beans. 

Phillip Di Bella: Oh, look, it's affected the industry, but it's not the driver of the prices going up. I mean, a lot of people have used it as an excuse. 

We've found that the average price increase has been about $2 a kilo, and if you take that $2 a kilo, that refers to only three cents per cup; like for like. So if I take the three cents per cup and say that I'm going to increase my coffee prices in my shop, just and only because of price rises, then it would be a five cent increase. 

James Panichi: But prices have been going up more than that. Part of the problem is the growing emphasis on quality means experienced staff is becoming more valuable and Federal law changes affecting the industry have also had an impact.

Phillip Di Bella: We say the number one effect of putting the coffee price up is because of wages. The increase of wages has forced people to put the prices up. Two is utilities, and being driven by power. You know, electricity costs are going through the roof; insurances have gone through the roof. 

James Panichi: Before the price of coffee beans went up earlier this year, you could get a cup of coffee for an average of $3.20 in Australia. But now those prices are on the rise, with some cafes and coffee shops charging up to $4 a cup. Which raises the question, are we paying too much for our daily caffeine fix? 

Ingrid Just, Spokesperon, Choice: A shot of coffee, the actual ingredient probably costs cafes around 20 to 25 cents, depending upon the beans. And the milk, around 100 mls, about 10 cents. So, 30-35 cents, is the actual cost of the ingredients. And then, of course, we've got the overheads, the staff wages, the building costs, the running costs of an operation. So, to add on top of that to equate to around $3.50 or $4.00 for a cup of coffee, that's probably fair price.

Ian MacGowan: The cost of imports such as coffee and milk represent 30 per cent of industry costs, wages represent around about 20 per cent, and rents are another 15 per cent. So, although there is a significant mark-up on the price of an average cup of coffee, a lot of those costs are going back into paying items such as wages and rents as well. 

James Panichi: When the demand for coffee beans started to rise in the 1950s, a handful of tea brokers dominated the market. Those companies would import the beans, then sell them to the roasters. But in recent years, a quiet revolution has changed the face of Australia's coffee industry. Not only does cafe owner Mark Dundon roast his own coffee beans, he also travels to South America to buy them from the farmer.

Mark Dundon: It's very much direct. We know the farmer. We know who they are, we visit them every year, and it's great for us to be able to bring back and to actually say 'this is from, you know, Jacques in Brazil’. 

James Panichi: Scott Bennett represents the third generation of a family company of brokers, H.A. Bennett. He says the growth of independent roasters may ultimately prove unsustainable. 

Scott Bennett: I make no bones about it that it's growing very quickly. But when you sit back and actually look at the consumption that Australia is drinking, it's not growing as wildly as that part of the business. But the total cuppage, if you like, is staying reasonably stable. And that's growing probably at the same rate as our population. 

James Panichi: The challenge now is for the industry to find a way past the turmoil and build on the success of the last 10 years. 

Phillip Di Bella: There's more to a cup of coffee than coffee and milk. You know, there's that whole experience: how easy is it to serve? How accessible are you? What's the perception of the brand of coffee that you're using? How do I connect emotionally with that cup of coffee? Now, that sounds pretty intense for one cup of coffee, but that is where the market is going. 

James Panichi: Whether that emotional connection can withstand further price rises is something importers, roasters and cafe operators now have to determine.
